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Hurricane Harvey 

• Impacted area GDP and population 7x and 4x the 

one impacted by Katrina 

• Losses from Harvey estimated at 0.4% of US GDP, 

could be 3x-4x higher 

• Harvey destroyed half a million cars, 40,000 homes 

and 25,000 jobs. 

• History of natural disasters: most economic impacts 

are transitory given rebuilding and reconstruction 
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• In the wake of the 1995 Kobe earthquake in Japan (6,400 fatalities and cost = 2.5% of Japanese GDP), media 

reports suggested it could take Kobe a decade to recover 

• Within 18 months, Kobe manufacturing activity was at 98% of pre-disaster trend, imports recovered, 

exports back at 85% of capacity and 79% of shops reopened 
 

• This is not uncommon.  Countries with higher income, higher educational attainment, greater openness, 

more complete financial systems, better developed supply chains and decentralized governments experience 

fewer losses after natural disasters 
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North Korea 
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Source: US Korea Institute at Johns Hopkins SAIS. 2016.
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Summer 2017 news headlines 
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What matters most 
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What should investors pay attention to? Jobs, confidence & profits
Average monthly S&P 500 returns, Jan 1985 - Aug 2017
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The example of Brazil 
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Brazil: employment growth
Y/Y % change of 3-month moving average
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Dots= major developments 
in "Operation Car Wash"
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Global economy improving 
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Q2: good quarter for global profits 
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Source: IBES, Factset, JP Morgan, Morgan Stanley. August 2017. Indices 
used: S&P500, Stoxx600, MSCI Japan, MSCI EM. 

Earnings growth estimates
Expected y/y % change

S&P 500 

• earnings growth of ~11% y/y 

(+3.9% earnings surprise) 

• revenue growth of 5.2% 

(+0.4% surprise) 

• net income margin expansion 

of 38bp (+27bp surprise) 

• Q1/Q2 two fastest quarters 

since 2011 
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So far this year, global equity market rally is based on earnings rather than 
P/E expansion 
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Looking forward: more capex in the US and perhaps in Europe as well 
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Banking system risks? 
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Commercial real estate risks? 

CRE borrowing/GDP 
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Commercial real estate borrowing well below prior peaks
% of GDP
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Leveraged loans and High yield risks? 

Guidance regarding deals 

with more than 6x 

debt/EBITDA 
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Asset pricing 
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Next area of market concern, and more valid one: what do the central banks 
do with their balance sheets? 
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What the Fed is thinking 
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Wage inflation picking up, but nothing alarming yet 
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Measures of US inflation
Y/Y % change, 3-month average
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Bottom line: this super-long cycle probably has more to run, although the 
pace of equity market gains in the developed world is likely to slow 
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Revisionist history: another look at US wealth and income inequality 
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Source: "What do we know about evolution of top wealth shares in the United 
States?", Kopczuk (Columbia, AEA) 2015.
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Revisionist history: another look at US wealth and income inequality 
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The ARC and the Covenants 3.0 


